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The Effect of China's Economic Reform Program 
on the Employment Structure in China's Urban Areas 
ABSTRACT 
A review of China's economic and political reforms since 1978 is provided and 
then linked to structural change in China's urban labor force as a result of the reform 
process. Analysis of data on urban labor allocation in China from 1978-97 indicates 
labor is being reallocated from the public sector to the private sector at a very rapid pa<:�. 
The data indicates the urban labor has doubled and employment in the private sector has 
increased from nearly zero to a little over 30% in a 20 year period. The data also suggest 
that Chinese estimates of urban employment and unemployment are underestimated in 
official records. 
Key Words: Asia, China, Labor, Market Reform 
Introduction 
In late 1978, China began to implement political and economic reform policies. The 
goal of the undergoing reform process is to transform the Chinese economy from a 
centralized planning system into a decentralized market system. The Chinese leadership 
believe this reform process is necessary sustain long-term stable development. 
China has realized remarkable progress toward reaching its economic and social 
development goals. The annual growth rate of the real GNP during the period from 1978 
to 1997 averaged close to 10%. The population living below the poverty level has fallen 
from 250 million to below 50 million, and the average life span has increased by more 
2 
than ten years. 1 Among the thirty-one provinces, municipalities and autonomous regions 
(not including Taiwan, Hong Kong and Macao), twenty have an annual per capita GDP 
growth rate surpassing all other countries in the world. In particular, in China's five 
coastal provinces (Jiangsu, Zhejiang, Fujiang, Guangdong and Shandong), an area and 
population four to five times greater than those of the four Asian Tigers, the annual 
growth rate in per capita GDP averaged 12% during the period from 1978 to 1997.2 
3 
The Chinese government has energetically implemented reform policies and introduced 
market mechanisms since 1978. The economic structure of China has been in transition 
as a result of the reforms. The industrial development strategy has shifted from a hea\y­
industry orientation strategy toward a balanced growth development strategy. This policy 
shift has altered the relative contribution to the GNP of China's three industrial sectors-­
agriculture, industry and service, respectively from ( 1) 2 8.1 : 48 .2 : 23. 7 in 1978 to 
(2)18.7: 49.2: 32.1 in 1997.3 The pre-1978 public ownership dominated economy has 
been transformed into one with diversified ownership. The reform process has increased 
the pace of development and the role of non public-owned sectors in China's economy. rn 
1978, the ratio of the gross output value of public-owned sectors compared to that of non 
public-owned sectors was 100:0; in 1997, the ratio was 63.64:36.36.4 
During this reform period, the structure of employment in China has been greatly 
affected. It has been changed from a unified structure to a diversified one, both in rural 
and urban areas.5 In China's urban areas, in 1978, more than 99% of the work force was 
employed in the public-owned sectors. In 1997, this percentage declined to 
approximately 68.9%.6 
In short, China has been undergoing a substantial economic transformation since 1978. 
The country's goal is to establish a socialist market economy with Chinese characteristics. 
The Chinese leadership plans to fulfill this task by the end of the first decade of the 21st 
century. 
3 
Pre 1978 Era: Heavy Industry Orientation Strategy & Centralized Planning 
Economy 
4 
When the People's Republic of China was established in 1949, the new Chinese 
government (Chinese Communist Party) inherited a poor country that had suffered one 
hundred years of wars, with 89.4% of its population living in rural sectors (China 
Economic Yearbook 1981). Due to the lack of industrial infrastructure and political and 
military reasons, the Chinese government selected a heavy industry orientation strategy to 
speed economic development. Based on the blueprint of the former Soviet Union's 
Planning model, China established a highly centralized planning system, which resulted 
in the emergence of a planned resource allocation system, state and public owned 
industries in urban areas and "People's Commune" system in rural areas (Lin 1994 ). The 
private economic sector was forbidden, and the socialist system of public ownership 
became the sole base for the Chinese economy. 
Because the heavy industry orientation strategy abandoned the principle of 
comparative advantage (China is rich in labor force while short of capital and 
technologies), the economy failed to achieve economic efficiency due to the lack of 
competition. The centralization of the Chinese economy distorted resource allocation and 
produced economic imbalances between the major economic sectors in China (Zhang 
1990). 
In addition, the Chinese government sought to achieve a pure socialism in the 
political arena. A series of radical political and ideological campaigns were carried out, 
especially the Great Leap Forward (1958--1960) and the Cultural Revolution ( 1966--
--1 
5 
1976) campaigns, in which the "class struggle" supplanted economic development. Thus. 
the development of the national economy was impeded. In 1978, the government 
concluded that it was imperative that a solution to revitalize the economy be found. 
Reform and Opening Up Policies Since 1978 
China's economic and political reform process can be divided into three stages. Th� 
first stage is from late 1978 to 1984, which is called the "birdcage economy stage" 
(Yabuki 1995). In December 1978, The Chinese Communist Party convened the Third 
Plenum of the Chinese Communist Party's Eleventh Congress. This signaled the 
beginning of China's economic and sociopolitical reforms. At that meeting, the Chinese 
Communist Party changed its development focus away from the "class struggle" toward 
economic modernization. The Party adopted the economic reform policies on enterprises 
and agricultural areas by providing some managerial autonomy for the enterprises and 
rural households, and raised the "Reform and Opening Up" slogan for economic 
revitalization. Since then, China has been undergoing significant economic and 
sociopolitical transformation toward a market oriented and decentralized economy. 
During the period from 1978 to 1984, China implemented the "Household Responsibility 
System" in rural area, and gradually granted autonomy and benefits to the enterprises. 
The reform policies increased productivity and the working enthusiasm of peasants and 
workers. Agricultural and industrial production grew at an unprecedented rate. 
In the external sector, in early 1979, China began to establish "special economic 
zones" and to formally introduce foreign investment. In the early 1980s, China began to 
5 
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regain memberships in international institutions, and opened fourteen coastal cities to the 
outside world, thus opening the door to foreign capital, advanced technology and 
management experience (T. Li 1999, p.51 ). 
From 1978 to 1984, the economic planning system continued to act as the basis for 
China's economy. However, as the reforms took hold, the market adjustment mechanism 
was introduced gradually into the national economy. The former rigid centralized system 
began to lose its effectiveness. 
In late 1984, the Chinese reform process entered its second stage. In October 1984. 
the Third Plenum of the Twelfth Party Congress adopted the "Decision on Reform of the 
Economic System" and introduced a new concept called "Planned Commodity Economy· 
Based on the Public Ownership." Therefore, "the doctrinal belief that socialism equals a 
planned economy was abandoned" (Yabuki 1995, p.43). By defining that the Chinese 
economy was a commodity economy, China necessitated some capitalistic measures into 
its development of socialism. As a consequence, China experienced rapid economic 
grow1h ( except for three years after 1989). Non public-owned sectors developed at an 
increasingly rapid rate, especially the township-village enterprises in rural areas and the 
private economy in urban areas. 
Increased productivity in the agricultural sector occurred as a result of the reforms 
implemented during the second stage of the reform process. This freed a large segment of 
the rural population from agriculture, fueling increased rural-urban migration. In the 
industrial sector, state-owned enterprises (SOEs) were given greater management 
flexibility. The "management responsibility system" and the "enterprises management 
6 
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system" were implemented, in order that the SOEs could be run more efficiently \Vithoul 
government intervention. At the same time, China began systematic reforms of resource 
allocation mechanisms: a) macro policies, b) city administration, and c) the social 
security system (Xin 1997, p.40). But due to the problems left by the former rigid 
planning system, problems of unemployment in China's urban areas and deficits of SOL, 
became serious. Furthermore, price system reform policies induced inflation and official 
corruption, thus raising the people's resentment. In May and June of 1989, the resentment 
resulted in the Tiananmen Square Incident. In addition, the disintegration of the former 
Soviet Union had a negative effect on the Chinese party's reform efforts. The reform 
process stalled in 1989, and the political sphere tightened. 
In early 1992, Deng Xiaoping made an inspection tour of the south of China. He 
officially declared "important talks" to advocate a speedup of the reform and opening-up 
(Yabuki 1995, p.259). In October 1992, the Chinese Communist Party convened the 
Fourteenth Party Congress and raised the concept of the "socialist market economy." 
This signaled the start of the third stage of China's reform process. Later, in 1995, the 
Party decided to complete the transformation of China's economy to the market economy 
by the year 2010, 
Since 1992, China has carried out intensive reform policies. The economy is 
expanding at an accelerated pace. In the area of SO Es, establishing a modern enterprise 
system was focused on, along with the introduction of share holding ownership reform. 
The privatization and renting of some SO Es occurred. In the external field, in 1992, 
China opened all principal cities and regions of China (except Tibet) to the outside. 
7 
The development of non public-owned sectors in China's urban areas has been \ i.:r� 
significant since 1992. The non public-owned sectors can be divided into three parts: al 
foreign investment enterprises, b) private enterprises, and c) individual industrial and 
commercial operations. At the beginning of the reform process, these sectors contributi.:d 
very little to total industrial output, but by 1997, they accounted for about 36.4% (China 
Statistical Yearbook 1998, p.433). Also, at the end of 1997, these non public-owned 
sectors employed about 31 % of the employed staff and workers in China's urban areas. 
compared to less than 1% in 1978 (China Statistical Yearbook 1998, p.130, 635-637). 
Along with the rapid development of the Chinese economy, especially the 
development of non public-owned sectors, China's economic structure has been 
undergoing significant changes. Which in turn, resulted in the structural change of 
employment in China's urban areas. 
Reform of the Employment Policies of China 
In the 1950s, China implemented a highly centralized planning system. As a 
consequence, the state planning system governed the urban employment field, which 
resulted in a rigid wage policy and a rigid unified labor allocation system. Within this 
system, all new laborers were dispatched to particular jobs. The job assignment was for 
life. Urban workers had many welfare benefits like free medical care, housing and 
pensions, etc. Income distribution in China during this period can best be described as 
egalitarianism. In addition, reaching "full employment" is a principle of a socialist 
system, so before 1978, the Chinese government "converted open unemployment into 
8 
8 
'unemployment on the job' in both state and collective sectors" (White 1988, p.185 ). 
These policies resulted in the over-manning of Chinese enterprises and created an 
immobile labor force. The lack of labor flexibility resulted in low efficiency with-respect 
to resource allocation and production, and low worker morale. 
9 
Accompanying the economic reform process, the Chinese government found it 
necessary to reform the former rigid labor allocation and wage policies. The first step ,, ;is 
introduced in the late 1970s by granting enterprises the autonomy to offer material 
incentives to workers. Gradually, enterprises were given the right over the internal 
distribution of employee compensation. 
From 1980, the Chinese government encouraged laborers to establish small urban 
collective enterprises and to engage in self-employed commercial and industrial 
operations. The former fixed job tenure was abandoned by implementing a 
comprehensive "labor contract" system. The enterprises were, step by step, granted 
autonomy to choose and evaluate workers. Also, as the non public-owned sectors 
experienced dramatic growth, they created new opportunities for job seekers. 
Employment in China's urban areas thus underwent a significant structural change. 
Under the former rigid system, China kept unemployment within state-owned and 
collective enterprises. Due to the "full-employment" commitment of the Chinese 
government, the SOEs and urban collective enterprises were forbidden to dismiss 
unneeded workers. Since 1993, many SO Es met financial problems and some of them 
were closed down, surplus workers of these enterprises were included into a special 
category called "off-position" workers. This meant workers lacked work but the former 
9 
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enterprises and the government still provided their necessities. As China extends the 
market oriented reform policies and further restructures the economy, the problems of 
unemployment and "off-position" population in China's urban areas will remain or 
become even more serious. 
Reform of the Migration Control Policies 
The implementation of the heavy industry orientation strategy required the Chinese 
government to restrict the huge rural population within the rural areas. In the 1950s, 
China carried out a restrictive migration control policy called the "hukou" (Household 
Registration) system. Under the system, each household and its members were 
categorized through an 11agricultural 11 or "urban 11 residence status, and people were 
confined to reside and work only where they had their "hukou. 11 Movement from rural to 
urban areas was extremely difficult, but urban-rural migration was encouraged. During 
the period of the 11cultural revolution" (l 966--1976), about 17 million young high school 
graduates were rusticated to the rural areas (Reynolds 1988, p.190). 
The migration control policies effectively restrained a majority of China's population 
to rural areas. However, as the inequality between rural and urban areas grew, people in 
the rural areas were eager to seek a better life and greater economic opportunities in 
urban areas. As China gradually liberalized its economy, it became impossible for the 
Chinese government to forbid rural surplus labor to migrate to the urban and more 
developed areas. As the economy and non public-owned sectors experienced rapid 
growth, internal migrations, especially rural-urban migration increased dramatically. 
iO 
11 
According to this tendency, China gradually reformed its migration control policies. In 
the mid 1980s, the reform policies of issuing "temporary residence certificates" and 
"identity cards" system were implemented, which encouraged legal migration. Relaxation 
of the migration policies created a great population flow and estimates on the size of the 
migration suggest 50 million people have migrated to urban areas in the early 1990s 
(China Daily, March 3, 1994). 
Analysis of the Change of Employment Structure in China's Urban Areas 
As a result of China's reform process, i.e., the economic transformation toward the 
socialist market economy with Chinese characteristics, employment in China's urban 
areas has undergone structural changes. The following discussion and analysis are based 
on empirical data. 7 
To begin the analysis, the following terms should first be defined. 
(l ). Urban area: In China, an urban area consists of both cities and towns. City refers to 
cities established with the approval of the central government; tov.n refers to towns 
established with the approval of the provincial, autonomous regional or municipal 
governments directly under the central government. Ordinarily, a town is an area 
with more than 3000 permanent residents, of which seventy percent or more are from 
a non-agricultural population. A town may also be an area with more than 2500 but 
less than 3000 permanent residents, of which eighty-five percent or more are from 
a non-agricultural population. (China Statistical Yearbook 1990, p. 108) 
(2). ULF (Urban labor force): Refers to the population aged sixteen and over in 
11 
urban areas who are available for employment. The ULF includes those both 
participating in and desirous to participate in the economic activities. inc luding tht: 
employed and unemployed population. 
(3). LSI: Staff and workers employed by state-owned industries in China's 
urban areas. In China, state-owned industries refer to state-owned mining and 
quarrying, manufacturing, electricity, gas and water production and supply 
industries. 
1 2  
(4). LOS: Refers to staff and workers employed by all state-owned units, except the 
state-owned industries, in China's urban areas. It includes people employed in 
state-owned construction, transport, storage, telecommunications, banking and 
insurance, social services, education and government agencies, etc. (China statistical 
Yearbook 1998, p. 138) 
(5). LS: Staff and workers employed by total state-owned units in the urban areas. 
(6). LUC: Staff and workers employed by collectively owned units in China's urban 
areas. A collectively owned unit constitutes the collective enterprises and institutions 
run by cities, towns and subdistrict offices. 
(7). LP: Staff and workers employed by public-owned units in the urban areas. 
(8). LO: Staff and workers employed by non public-owned units in the urban areas. 
(9) .  UE: Staff and workers employed in China's urban areas. 
(10). UUNEM (Registered unemployed persons in the urban areas) :  Refers to 
persons who have a non-agricultural residence, fall within the range of working age, 
are capable to labor, and are unemployed but desirous to be employed and have 
1 2  
been registered at the local employment service agencies to apply for jobs. 
( 1 1  ). UERA TE (Registered unemployment rate in urban areas): Refers to the ratio 
of the number of registered unemployed persons to the sum of the number of  
employed persons and the registered unemployed persons in China's  urban areas. 
( 12). RULF: Registered labor force in the urban areas. It is calculated by dividing th.: 
registered unemployment rate in urban areas into the number of the registered 
unemployed persons in urban areas. 
( 1 3) .  The relationships among these terms are: 
a). LS=LSI+LOS 
c). UE=LP+LO 
e). RULF=UUNEM/UERATE 
b ). LP=LS+LUC 
d). ULF=UE+UUNEM 
1 3  
Data on these terms have been collected for the 1 978-1997 period . The data are 
reported in Table 1 .  Table 1 is based on the data in the China Statistical Yearbook 1 990 
(p. 1 1 3 ,  1 30), 199 1  (p.76-87, 97) and 1 998 (p. 127- 1 3 1 ,  1 3 8- 1 4 1 ). The measuring units for 
LSI, LOS, LS, LUC, LP, LO, UE. UUNEM, RULF and ULF are 1 0,000 persons per 
unit.8 
A Comparison of the Actual Urban Labor Force (ULF) to the Registered Labor 
Force (RULF) 
Theoretically, ULF should equal RULF in a centralized planning economy. Because 
of measurement errors, a small divergence could exist between them. This is evident in 
1 3  
1 4  
the employment data presented in Table 1, during the period from 1978 to 1 989. In 1 990. 
the differential between ULF and RULF widened to a degree that it can not be attrihukd 
solely to the measurement error, increasing by about 700% from 1989 to I 990. The 
widening differential represents an increase of about 20 million unregistered workers 
from 1 990 to 1 997 (Figure 1 ). 
Two events may be used to explain this phenomenon. The first event occurred in 
1990, employment statistics were adjusted by the State Statistical Bureau in accordance 
with the data obtained from sample surveys on population change (China Statistical 
Yearbook 1998, p. 127). This change in statistical procedures accounts for the one time 
increase of 1 5  million ULF workers relative to the official RULF statistics. The second 
event is the phenomenon of the huge internal migration of population, especially rural­
urban migration in China since the late 1980s. Migration is the key to explaining the 
increased difference between the actual ULF and the registered ULF (RULF). One can 
postulate that the dramatic increase in rural-urban migration forced the government to 
change its statistical procedures in 1 990. For example, as millions of people flowed into 
the urban areas, many of them engaged in casual and informal jobs. Statistics provided by 
enterprises and other units employing them did not include the casual and temporary 
workers in their reports to the government. However, the sample surveys on population 
changes did include them as persons employed in urban areas. This may explain the large 
divergence between the data ofULF and RULF since 1 990. The employment data since 
1990 indicates that the actual urban labor force is between 10  and 12 percent larger than 
the registered labor force (Figure 1 ). 
1 4  
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The Change of the Ownership Structure of the Urban Employment 
As a consequence of the reform process, especially since the mid 1 980s, the Chinese 
government has provided more freedom to enterprises and individuals concerning 
employment selection. The implication is that the proportion of urban labor force 
employed in the public-owned sector wil l  change as labor is reallocated to the pri vate 
sector. To test this hypothesis, three ratio terms are plotted against the time trend in  
Figure 2 .  These ratios indicate the percentage of persons employed by different sectors to 
the total urban labor force. 
a). Ratio- I =LS/ULF 
b ). Ratio-2=LP/ULF 
c). Ratio-3=LO/ULF 
In Figure 2, Ratio-I and Ratio-2 have declined continually, except for a slight 
increase in the early 1 980s. This increase in the early 1 980s resulted from two political 
events. The first one centers on the reform policies in 1 980 in which the Chinese 
government encouraged the establishment of small urban collective enterprises. The 
second event is that by 1 98 1 ,  about 1 7  million young people who were rusticated to the 
countryside during the "Cultural Revolution" period returned to the cities. In addition to 
new middle school graduates, the government was forced to arrange jobs for these job­
seekers, and most of them were placed as laborers assigned to SOEs and collective 
1 5  
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enterprises: " . . .  in the period from 1978 to 1983, more than 44 million urban job-seekers 
found employment" (Reynolds 1988, p. 190). 
Since the mid 1980s, the Chinese government carried out the reform policies o f  the 
"planned commodity economy" initiative. The non public-owned sectors were 
encouraged to develop swiftly, and greater flexibility was offered to allow reform of the 
former rigid labor allocation system. Thus, the decline in Ratio- I and Ratio-2 accelerated 
during the second stage of the reform process. At the same time, the ratio of people 
working in the non public-owned sectors as compared to the total urban labor force 
continued to grow. Because the State Statistical Bureau of China made adj ustments to 
the statistical methods used to estimated employment in 1990 (which included the 
influence of the population migration), the statistics of the total urban labor force and 
employees of the non public-owned sectors shifted dramatically in 1 990. Hence, the 
ratios of persons employed by respective sectors to the total labor force showed a sudden 
change in 1990. Ratio- I dropped from 0.6845 to 0.6086 and Ratio-2 fell from 0.92 16 to 
0.8 174, a drop of about 12%. Ratio-3 increased from 0.0528 to 0. 1601, an increase of 
about 303%. During the period from late 1989 to 1992, accompanying the occurrence of 
the Tiananmen Square Incident and the collapse of the former Soviet Union, the reform 
process stalled. During this period, the ratios of persons employed in the state-owned 
units and public-owned units reversed direction and increased slightly. On the opposite 
side, Ratio-3 fell slightly. 
Since late 1992, China abandoned the former planning system and implemented the 
reform policies to establish the socialist market economy. Following this new reform 
1 6  
process, as well as the restructuring of the public-owned sectors and the dramatic 
development of the private and other non public-owned sectors, the ownership structure 
of employment in China's urban areas changed significantly. The trend in the ratios 
displayed in Figure 2 accelerated after 1992 . From 1992 to 1997, Ratio- 1 dropped by 
more than 12%, Ratio-2 by more than 15%, and Ratio-3 increased by more than 66%. 
It is reasonable to say that the reform process has dramatically changed the 
ownership structure of the employment (allocation of labor) in China's urban areas. Sin-:e 
the Chinese government set the goal to complete the establishment of the socialist market 
economy by the end of 2010, more reform policies are sure to be carried out, especially in  
the state-owned sector. China has been putting great effort into restructuring its SO Es. 
Beginning in 1998, China began to reduce the government staff (from 1998 to early 1 999. 
half of the staff of the State Council and all ministries were dismissed) and instituted a 
500,000 man reduction of the People's Liberalization Army (Zhu Rongji. 1999). Report 
at the Second Plenum of the Ninth National People's Congress). All of these factors 
make it clear that a large number of workers have entered or will enter the non public­
owned sectors. As the non public-owned sectors grow, their ability to absorb new and 
displaced workers will also increase. 
The Unemployment Problem in China's Urban Areas 
The unemployment problem is very sensitive to every government. It is particularly 
important to the Chinese government, which views full employment as a top priority. As 
stated before, in order to realize the "full employment" goal according to socialist 
1 7  
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principles, China has kept a large proportion of  the labor force "unemployed on  the j o b  . . .  
At the end of 1 996, in China's urban areas, there were 22 million surplus l aborers within 
SOEs and collective enterprises (Xin 1 997, p.380). Since the early 1 990s, the 
unemployment problem in China's urban areas has become more serious. As China has 
been restructuring its economy toward a market system, many public-owned enkrpr isi:s. 
especially SO Es, were allowed to be closed down or to "dismiss" (here it refers to 
produce "off-position" persons) employees if they had deficit problems. Thus, a large 
population of unemployed and "off-position" (The "off-position" population is a spec ial 
concept in China, referring to persons who lack work, while the former enterprises sti l l  
offer them minimum salary and welfare benefits) persons surfaced in China's urban areas. 
The Real Extent of the Unemployment Problem in Urban Areas 
The registered unemployed population in China's urban areas has experienced two 
upward structural shifts since the beginning of China's reform process. The first occurred 
during the period from 1 978 to the early 1 980s, when a large number of young people 
who were rusticated to the rural areas returned to the cities. The second wave began in  
1 993 and still continues today as inefficient firms are closed. 
The phenomenon of the large "off-position" population began in 1 993 . According to 
the research from the State Research Academy of China, from 1 993 to 1 997, the figures 
of the "off-position" population are: 3 million in 1 993, 3 .6  million in 1 994, 5 .64 mi ll ion 
in 1 995, 8.9 1 6  million in 1 996 and 1 2  million in 1 997 (Hu 1 998, p.4). The "off-posit ion" 
population is a very blurred concept because it involves two categories of the population: 
1 8  
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(1) people who have no work, and (2) people who are reassigned to nev.· jobs (Xin 1997 ) .  
Thus, people in the first category should be included in the unemployed population by 
international standards. The actual unemployed population and unemployment rate in 
China's urban areas should be much higher than those shown in the registered data. For 
example, suppose that 40% of the "off-position" population (a low estimation) has not 
been reassigned to new jobs, a more realistic estimation of the number of the unemployed 
workers and unemployment rate can be calculated and is provided in the table below 
(Table 2). 
Table 2: Real Unemployment Population Estimators In China's Urban Areas (in m i l l ions) 
(I)  (2) (3) (4) (5) 
Year UNNEM Off-position Unemployed Persons in Real Unemployed Pop. Real Unemployment Rate(%) 
Population Off-position Pop.(40%, estimation) (Estimated) 
1 993 4.2 3.0 1 .2 54 3.3 
1994 4.76 3.6 l .44 6.2 3 .6 
1 995 5.2 5.64 2.256 7.456 4.0 
1 996 5 .53 8.916 3.56 9 09 4.9 
1997 5.7 1 2  4.8 10.5 5 .7 
Sources: Data in column I are cited from China Statistical Yearbook 1998. Data in column 2 are from 
Hu[ l 998]. Others are calculated by using the 40% estimation. 
(4) = ( l )  + (3) 
(5) (4) I ULF 
From Table 2, it can be seen that the unemployment problem in China 's urban areas 
has been understated in government estimates and the actual unemployment level has 
increased. If the large population of surplus laborers who are still in the public-owned 
1 9  
sectors and newly generated young job-seekers are included, "till the end of 2000. the 
unemployed population in the urban areas will reach 1 6  million, the unemployment rate 
will increase to be 7.4%" (Xin 1 997, p.380). Since high unemployment rates bear the 
risks of sociopolitical instability and loss of GDP, it becomes an urgent task for the 
Chinese government to carry out effective reform policies to create sufficient 
employment opportunities for the Chinese people. 
Conclusions 
Since the 1 970s, many socialist countries have carried out reform policies to 
restructure their economies. Among them, China realized significant economic and 
sociopolitical development. China's reform experience differs from those of other 
countries. Based on its special conditions, China followed a gradual reform process to 
spur economic development. With more than twenty years of reform experience, this 
gradual reform strategy has proved correct for China's economic revitalization. 
20 
China began its reform process from the ground-up by granting managerial 
autonomy to enterprises and rural households. The market mechanism was, at first, only 
introduced under the control of the planned system. When the enterprises and peasant 
households realized increased production efficiency, the market adjustment mechanism 
gained greater importance in China's economy as a resource allocation mechanism. From 
the "birdcage economy" era to the "planned commodity economy" period and later to the 
establishment of the "socialist market economy," the Chinese government gradually set 
:rn 
the market-oriented direction for its reform process and carried out reform pol ic ies 
according to China's sociopolitical and economic goals. 
2 1  
In the areas of employment and migration control, the Chinese government has 
gradually freed the population from the former rigid labor allocation and "hukou" 
systems. As a consequence, the employment in China's urban areas has been undergo ing 
structural changes. Following the dramatic development of private and foreign-investeJ 
enterprises, more and more workers (including rural-urban immigrants) found 
employment in the non public-owned sector. Thus, the ownership structure of the 
employment in China's urban areas has changed dramatically. However, the economic 
transformation process has also created an unemployment problem for the Chinese 
government since 1993 . 
The Chinese government is now putting a great deal of effort into economic 
modernization and sociopolitical development. Following the establishment of the 
socialist market economy with Chinese characteristics and the accelerating development 
of the non public-owned sectors, further changes in the employment structure of China's 
urban areas will occur. The expanding non public-owned sectors should also improve the 
unemployment problem. 
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Table 1 :  Data of Employment in China's Urban Areas (1978--1997) 
YEAR LSI LOS LS LUC LP LO UE UUNEM UERA TE RULF ULF DIFF 
(I ) (2) (3) (4) (5) (6) (7) (8) (9) ( 1 0) ( 1 1 ) ( 1 2) 
1 978 3 1 39 43 1 2  745 1 2048 9499 1 5  95 1 4  530.0 0.053 10000.000 1 0044.0 44.0 
1 979 3208 4485 7693 2274 9967 32 9999 567.6 0.054 I 05 l l . l  l l  1 0566.6 55.5 
1 980 3334 4685 80 1 9  2425 1 0444 8 1  1 0525 54 1 .5 0.049 1 1 05 1 .020 1 1 066.5 1 5 .5 
1 98 1  3488 4884 8372 2568 1 0940 1 1 3 1 1 053 439.5 0.038 1 1 565.789 1 1492. 5  -73 .3 
1 982 3582 5048 8630 265 1 l l28 1 1 47 1 1428 379.4 0.032 1 1 856.250 1 1 807.4 -48.9 
1 983 3632 5 1 39 877 1 2744 1 1 5 1 5  23 1 1 1 746 271 .4 0.023 ] 1 800.000 1 20 1 7.4 2 1 7.4 
1 984 3669 4968 8637 32 1 6  1 1 853 376 1 2229 235.7 0.0 1 9  1 2405.263 1 2464.7 59.4 
1 985 3 8 1 5  5 1 75 8990 3324 1 23 1 4  494 1 2808 238.5 0.0 1 8  1 3250.000 1 3046.5 -203.5 
1 986 3955 5378 9333 342 1 1 2754 538 1 3292 264.4 0.020 1 3220.000 1 3556.4 336.4 
1 987 4086 5568 9654 3488 1 3 1 42 64 1 1 3783 276.6 0.020 1 3830.000 1 4059.6 229.6 
1 988 4229 5755 9984 3527 1 35 1 1  756 1 4267 296.2 0.020 1 48 I O.OOO 1 4563 .2 -246.8 
1 989 4273 5835 1 0 1 08 3502 1 36 10  780 1 4390 377.9 0.026 1 4534.6 1 5  1 4767.9 233.3 
1 990 4364 5982 1 0346 3549 1 3895 272 1 *  1 66 1 6* 383.2 0.025 1 5328.000 1 6999.2* 1 67 1 .2* 
1 99 1  4472 6 1 92 1 0664 3628 1 4292 2685 1 6977 352.2 0.023 1 53 1 3.043 1 7329.2 201 6.2 
1 992 452 1  6368 1 0889 362 1  1 45 1 0  273 1 1 724 1 364.0 0.023 1 5 826.087 1 7605.0 1 778.9 
1 993 4498 6422 1 0920 3393 1 43 1 3  3276 1 7589 420.0 0.026 1 6 1 53.846 1 8009.0 1 855 .2 
1 994 4371 6843 1 1 2 14 3285 1 4499 39 1 4  1 84 1 3  476.0 0.028 1 7000.000 1 8889.0 1 889.0 
1 995 4397 6864 1 1 26 1 3 1 47 14408 4685 1 9093 520.0 0.029 1 793 1 .034 1 96 1 3.0 1 682.0 
1 996 4277 6967 1 1 244 30 16  1 4260 5555 1 98 1 5  553.0 0.030 1 8433.333 20368.0 1 934.7 
1 997 4040 7004 1 1 044 2883 1 3927 6280 20207 570.0 0.03 1 1 8387.097 20777.0 2389.9 
Source: State Statistical Bureau. China Statistical Yearbook 1 990, 1 99 1 &  1 998. China Statistical Publishing Hou 
* Sharp change in figures in 1 990 according to the statistical adjustment. 
(3) ( 1 ) + (2) (5) (3) + (4) (7) (5) + (6) ( I O) (8) I (9) 
( 1 1 )  (7) + (8) ( 12) = ( 1 1 ) - ( 1 0) 
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Figure 2 :  Time Series of Employment Ratios ( 1978--1997 ) 
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